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To  the  Legislative  Audit  Committee 
Montana  State  Legislature 
Helena,  Montana 


SUMMARY 

We  have  examined  Schedules  A  and  B  which  summarize  reported  financial 
results  and  cash  position  of  the  subgrant  awarded  by  the  State  of  Montana, 
Department  of  Labor  and  Industry,  Governor's  Employment  and  Training 
Council  to  the  Family  Training  Center,  Inc.,  Glasgow,  Montana,  under  U.S. 
Department  of  Labor  Grant  No.  30-9-210-10.  The  Prime  Sponsor  Subgrant, 
Number  9182,  was  funded  from  CETA  Title  II  ABC  for  the  period  11/1/78  - 
9/30/79. 

The  audit  disclosed:  ~ 

0  Amounts  reported  on  the  Subgrantee's  CETA  CI  oseout  Final  Expenditure 
Report  were  improperly  classified  as  to  program  activity. 

•  The  Subgrantee  did  not  maintain  computations  of  budget  amounts  and 
incremental  costs  per  participant  family. 

•  The  Subgrantee  has  no  written  accounting  procedures  manual. 

0  Segregation  of  duties  and  management  review  are  inadequate  in  the 
areas  of  cash  receipts,  cash  disbursements,  and  participant  payroll. 

SCOPE  OF  AUDIT 

This  report  covers  our  examination  of  the  financial  results  of  program 
operations  of  the  Subgrantee  for  the  subgrant  and  the  period  referred  to  in 
the  preceding  Summary. 

Our  examination  was  made  in  accordance  with  instructions  contained  in  the 
CETA  Financial  and  Compliance  Audit  Guide  and  provisions  of  the  "Standards 
for  Audit  of  Governmental  Organizations,  Programs,  Activities  and 
Functions",  promulgated  by  the  Comptroller  General,  which  pertain  to  finan- 
cial and  compliance  audits. 
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Our  examination  included  such  tests  of  the  accounting  and  program  records 
and  such  other  auditing  procedures  as  we  considered  necessary  in  the 
circumstances. 

The  aforementioned  Schedules  are   required  to  be  prepared  in  accordance  with 
the  Standards  for  Grantee  Financial  Management  Systems  (Federal  Management 
Circular  74-7,  Attchment  G)  in  conformity  with  the  CETA  Regulations; 
therefore,  it  is  not  intended  to  present  either  the  financial  results  of 
operations  or  financial  position  in  conformity  with  generally  accepted 
accounting  principles. 

Statistical  sampling  is  the  preferred  method  of  selecting  a  sample. 
Accordingly,  in  any  area  where  the  volume  of  transactions  and  record  loca- 
tions would  permit,  we  have  used  statistical  sampling  for  purposes  of 
determining  the  audit  sample  size,  selecting  the  sample  items  and  eval- 
uating the  results  for  the  periods  examined.  Our  tests  were  designed  on 
an  attribute  sampling  basis,  based  on  an  expected  rate  of  occurrence  of  3% 
and  a  confidence  level  of  90%. 


BACKGROUND 

Our  audit  consisted  of  an  examination  of  the  financial  and  program  records 
related  to  the  CETA  program  operated  by  the  Subgrantee. 

The  objectives  of  the  audit  were  to  determine  whether  the  financial  opera- 
tions were  properly  conducted  and  documented,  whether  the  Schedules  were 
fairly  presented  and  whether  the  Subgrantee  complied  with  applicable  laws 
and  regulations.  Our  examination  did  not  include  a  review  of  economy  and 
efficiency  or  a  review  to  determine  whether  desired  results  or  benefits 
were  achieved. 

The  audit  was  made  by  arrangement  with  the  Prime  Sponsor,  State  of  Montana, 
Department  of  Labor  and  Industry,  Governor's  Employment  and  Training 
Council,  to  provide  audits  required  by  the  United  States  Department  of 
Labor  and  to  provide  the  Prime  Sponsor  with  information  about  the  Subgran- 
tee. 

The  Subgrantee  examined  in  this  audit  was  the  Family  Training  Center,  Inc., 
Glasgow,  Montana.  This  was  the  first  subgrant  between  the  Prime  Sponsor 
and  the  Subgrantee.  Consequently,  there  was  no  prior  year  audit  report. 


OPINION 

In  our  opinion.  Schedules  A  and  B  present  fairly,  for  the  dates  and  period 
indicated  on  the  Schedules,  the  financial  results  of  operations  and  CETA 
cash  position  of  the  subgrant  awarded  to  the  Family  Training  Center,  Inc. 
in  accordance  with  the  Standards  for  Grantee  Financial  Management  Systems 
(Federal  Management  Circular  74-7,  Attachment  G)  and  in  conformity  with  the 
CETA  regulations. 


FINDINGS  AND  RECOMMENDATIONS 
Unit  Cost  Allocation 

1.  The  Subgrantee  claimed  costs  equaling  budgeted  amounts  in  the  cate- 

gories of  Allowances  and  Training  Costs,  and  included  the  balance  of 
costs  in  the  Supportive  Services  category.  CETA  regulations 
require  that,  for  fixed  unit  charges,  costs  be  allocated  to  cost 
categories  based  on  a  reasonable  estimate. 

Recommendation 

The  Subgrantee  should  allocate  costs  based  on  expenditures  by 
category,  if  practicable.  Otherwise,  the  allocation  can  be 
estimated  on  the  basis  of  budgeted  costs  for  each  category. 

2.  The  Subgrantee  did  not  retain  documentation  concerning  budgeted 

amounts  or  incremental  costs  per  participant  family.  Such  documen- 
tation would  provide  necessary  information  as  to  the  reasonableness 
of  cost  and  budget  figures. 

Recommendation 

The  Subgrantee  should  retain  computations  leading  to  final 
budget  and  incremental  cost  amounts. 

REVIEW  OF  INTERNAL  ACCOUNTING  AND  ADMINISTRATIVE  CONTROLS 

As  part  of  our  examination,  we  made  a  study  of  the  systems  of  internal 
accounting  and  administrative  control  to  the  extent  we  considered  necessary 
to  evaluate  the  systems  as  required  by  the  CETA  Audit  Guide. 

The  objective  of  internal  accounting  and  administrative  control  is  to  pro- 
vide reasonable,  but  not  absolute,  assurance  as  to  the  safeguarding  of 
assets  against  loss  from  unauthorized  use  or  disposition,  and  the  reliabi- 
lity of  financial  records  for  preparing  financial  statements  and  main- 
taining accountability  for  assets.  The  concept  of  reasonable  assurance 
recognizes  that  the  cost  of  a  system  of  control  should  not  exceed  the  bene- 
fits derived  and  also  recognizes  that  the  evaluation  of  these  factors 
necessarily  requires  estimates  and  judgments  by  management. 

There  are  inherent  limitations  that  should  be  recognized  in  considering  the 
potential  effectiveness  of  any  system  of  internal  accounting  and  adminis- 
trative control.  In  the  performance  of  most  control  procedures,  errors 
can  result  from  misunderstanding  of  instructions,  mistakes  of  judgment, 
carelessness  or  other  personal  factors.  Control  procedures  whose  effec- 
tiveness depends  upon  segregation  of  duties  can  be  circumvented  by  collu- 
sion. Similarly,  control  procedures  can  be  circumvented  intentionally  by 
management  with  respect  to  the  estimates  and  judgments  required  in  the  pre- 
paration of  financial  statements.  Further,  projection  of  any  evaluation  of 
control  to  future  periods  is  subject  to  the  risk  that  the  procedures  may 
become  inadequate  because  of  changes  in  conditions  and  that  the  degree  of 
compliance  with  procedures  may  deteriorate. 
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Our  study  and  evaluation  of  the  systems  of  internal  accounting  and  adminis- 
trative control  for  the  period  referred  to  in  the  preceding  Summary  would 
not  necessarily  disclose  all  weaknesses  in  the  system;  however,  in  our 
opinion,  the  internal  accounting  and  administrative  control  procedures  are 
in  general  agreement  with  procedures  prescribed  by  Federal  Regulations  and 
the  Department  of  Labor  CETA  guidelines  which  have  been  determined  to  be 
adequate  for  accountability  of  assets  and  compliance  with  regulations 
except  as  follows: 

Accounting  Manual 

The  Subgrantee  has  no  written  accounting  procedures  manual.  Such  a  manual 
would  decrease  the  possibility  of  accounting  errors. 

Recommendation 

Develop  a  written  accounting  procedures  manual 
Segregation  of  Duties 

1.  The  accounting  employee  responsible  for  preparing  checks  and  record 
keeping  for  receipts  also  reconciles  the  bank  accounts.  Good  inter- 
nal control  procedures  require  the  separation  of  the  bank  reconcilia- 
tion function  from  record  keeping  and  custody  of  cash. 

Recommendations 

(1)  Check  preparation,  bank  reconciliation,  and  accounting  for 
cash  should  be  performed  by  different  employees. 

(2)  The  bank  statements  and  cash  reconciliations  should  be  subject 
to  management  review. 

2.  The  accounting  employee  responsible  for  preparing  participant  payroll 
also  prepares  and  signs  paychecks,  distributes  paychecks  to  par- 
ticipants and  keeps  the  accounting  records  for  payroll.  This  is 
improper  segregation  of  duties. 

Recommendations 

(1)  For  adequate  internal  accounting  control,  no  one  in  the 
accounting  department  should  be  authorized  to  sign  checks. 

(2)  Record  keeping  for  payroll  should  be  separated  from  custody  of 
cash  and  from  distribution  of  paychecks. 

(3)  Payroll  records  should  be  periodically  reviewed  by  management. 
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EXIT  CONFERENCE 

An  exit  conference  was  held  at  Helena,  Montana  on  August  5,  1980.  Those 
in  attendance  were: 

Subgrantee: 

Stephen  Meloy,  Coordinator 

Prime  Sponsor: 
Laurie  Lamson,  Adult  Training  Program  Manager 
Florine  Smith,  Fiscal  Bureau  Chief 
Pat  Emerson,  Fiscal  Manager 
Cheryl  Leppink,  Fiscal  Manager 

Auditors: 

Richard  Burris,  Manager 
William  Erickson,  Staff 
Norm  Kolpin,  Staff 


Audit  findings  and  recommendations  were  discussed.  General  agreement  was 
reached  as  to  the  audit  findings. 

This  report  is  intended  for  use  in  connection  with  the  administration  of 
the  CETA  grant  to  which  it  refers  and  should  not  be  used  for  any  other  pur- 
poses. 
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jn^  W-A-t-  •< "- 


Billings,  Montana 
May  6,  1980 
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FAMILY  TRAINING  CENTER.  INC.  Schedule  A 

CETA  SUBGRANT  NO.  9182.  TITLE  II  ABC 

STATUS  OF  FEDERAL  CASH 
FROM  NOVEMBER  1.  1978  TO  SEPTEMBER  30.  1979 


CASH  ON  HAND,  November  1,  1978  $   - 

INCREASES: 

Federal  cash  received  86,583 

DECREASES: 

Gross  disbursements  86,583 

CASH  ON  HAND,  September  30,  1979  $ 


See  Note  To  Schedules. 


Schedule  B 


FAMILY  TRAINING  CENTER.  INC. 

CETA  SUBGRANT  NO.  9182.  TITLE  II  ABC 

CLASSROOM  TRAINING 

STATEMENT  OF  ACCRUED  EXPENDITURES 
FROM  NOVEMBER  1,  1978  TO  SEPTEMBER  30.  1979 


Total 

Total  Accrued 

Subgrant  Expendi- 

COST  CATEGORY                         Budget  tures 

Allowances                               $  40.800  $  40.800 

Training                                 4.675  4,675 

Services                                49.487  41.108 

Totals                                 $  94.962  $  86.583 


See  Note  To  Schedules. 
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NOTE  TO  SCHEDULES 

SIGNIFICANT  ACCOUNTING  POLICIES  AND  PROGRAM  INCOME: 

The  Schedules  have  been  prepared  in  accordance  with  instructions  con- 
tained in  Standards  For  Grantee  Financial  Management  Systems  (Federal 
Management  Circular  74-7,  Attachment  G)  and  in  conformity  with  CETA 
Regulations.  In  accordance  with  these  instructions,  federal  funds 
received  are  recognized  when  cash  is  received.  Expenditures  ^re 
recognized  when  incurred.  This  basis  of  accounting  is  not  in  accor- 
dance with  generally  accepted  accounting  principles. 

No  program  income  was  received  by  the  subgrant  program  during  the  period 
covered  by  these  Schedules. 
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STATE  OF  MONTANA 

September  23,  1980 


STATE  CAPITOL 


HELENA  MONTANA  5960I 


Mr.  Matt  Himsl,  Chairperson 
Legislative  Audit  Committee 
Office  of  Legislative  Auditor 
State  Capitol 
Helena,  MI  59601 

Dear  Mr.  Himsl: 

Enclosed  is  the  draft  Audit  Report  which  we  have  accepted  for 
Family  Training  Center,  Inc.,  Glasgow,  Montana  for  CETA  Fiscal  Year  1979 
Subgrant(s): 

9182  -  Title  IIABC,  Family  Training  Program 

This  audit  was  conducted  by  McGladrey,  Hendrickson  &  Co.,  CPA's, 
under  contract  with  the  Employment  and  Training  Division,  Department  of 
Labor  and  Industry.   The  comments  and  recommendations  contained  in  this 
report  represent  the  views  of  the  auditing  firm. 

No  action  will  be  necessary  on  this  audit  report  as  no  questionable 
costs  or  exceptions  were  noted. 

Sincerely, 

T.  GARV  CURTIS 
Administrator 


Enclosure 
FB2/B 
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